REPORT OF THE AUDITOR-GENERAL TO THE EASTERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON NTABANKULU LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Ntabankulu Local Municipality, 

which comprise the statement of financial position as at 30 June 2011, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the year 
then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages.... to 

Accounting officer’s responsibility for the financial statements 

2. The Accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Standards of Generally Recognised Accounting 
Practice (GRAP) and the requirements of the Municipal Finance Management Act of South 
Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 
2010 (Act No.1 of 2010 as amended) (DORA), and for such internal control as management 
determines necessary to enable the presentation of financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 
108 of 1996) and, section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility is to express an opinion on these financial statements based on my 
audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion. 

Basis of qualified opinion 

Property, plant and equipment 

7. I was unable to verify that the existence, valuation, accuracy and completeness of property, 
plant and equipment, stated at R36 856 064 (2010: R14 569 685) in the financial statements. 
The municipality applied Directive 4 of National Treasury in accounting for property, plant and 
equipment; however the municipality could not supply me with evidence of additions made. 
The municipality did not keep the fixed asset register (FAR) up to date and various duplications 
occurred in the FAR. Assets could not be physically verified as the assets are not clearly 



marked and described in the FAR. No alternative audit procedures could be performed to verify 
the balance of property, plant and equipment. 

Irregular expenditure 

8. I was unable to verify the completeness of the irregular expenditure, stated at R14 205 942 
(2010: R1 731 264) in note 33.3 to the annual financial statements. Section 112 of the 
Municipal Finance Management Act, 2003, (MFMA) and sections 1 2(1 )(c ) and 19(a) of the 
Municipal Supply Chain Management (SCM) requires the municipality to implement and 
maintain an appropriate procurement and provisioning system which is fair, equitable, 
transparent, competitive and cost-effective. Expenses are considered irregular if made in 
contravention of the supply chain management requirements, where a proper tender process 
had not been followed. Audit procedures performed identified contracts that were not awarded 
per the supply chain management requirements. No alternative audit procedures could be 
performed on the tender process to quantify the irregular expenditure that should have been 
disclosed. 

Comparative figures 

9. The auditor’s report for the year ended 30 June 2010 contained an adverse opinion on the 
financial statements as a whole. The matter which gave rise to the adverse opinion, as 
described below, remain unresolved in the current year. 

10. The municipality could not provide sufficient appropriate audit evidence regarding 
other income of R6 272 039. 

11.1 was unable to confirm or verify this amount by alternative means and as a result, could not 
confirm the existence, valuation, completeness or rights and obligations of the abovementioned 
amounts included in the corresponding figures. 

Qualified opinion paragraph 

12. In my opinion, except for the effects of the matters described in the Basis for qualified opinion 
paragraphs, the financial statements present fairly, in all material respects, the financial 
position of the Ntabankulu Local Municipality as at 30 June 2011 and its financial performance 
and cash flows for the year then ended, in accordance with (GRAP) and the requirements of 
the (MFMA). 

Emphasis of matters 

13. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

14. As disclosed in note 29 and 30 to the financial statements, the corresponding figures for 30 
June 2010 have been restated as a result of the change in accounting policy and because of 
errors in the financial records of the Ntabankulu Local Municipality. 

Unauthorised, irregular and fruitless and wasteful expenditure 

15. As disclosed in note 33 to the financial statements, unauthorised expenditure was incurred 
during the year owing to overspending on the budget amounting to R7 470 654. Fruitless and 
wasteful expenditure was incurred in vain amounting to R461 559, and irregular expenditure 
was incurred in contravention of the supply chain management requirements to the amount of 
R3 366 691. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

16. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the annual 
performance report as set out on pages ... to ... and material non-compliance with laws and 



regulations applicable to the Municipality. 


Compliance with laws and regulations 

Municipal Finance Management Act of South Africa, Mo 56 of 2003 (MFMA) 

Budgets 

17. The municipality incurred expenditure in excess of the limits of the amounts provided for in the 
votes in the approved budget, in contravention of section 15 of the MFMA. 

Annua! financial statements, performance and annual report 

18. The financial statements submitted for auditing were not prepared in ail material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of 
capital assets, current assets, liabilities, revenue, expenditure and disclosure items identified 
by the auditors were subsequently corrected, but the uncorrected material misstatements 
resulted in the financial statements receiving a qualified audit opinion. 

Expenditure management 

19. The accounting officer did not take effective steps to prevent irreguiar expenditure, as per the 
requirements of section 1 (a) definition of the “irregular expenditure" of the MFMA. 

20. All payments due to creditors were not settled within 30 days from receipt of an invoice, as per 
the requirements of section 65(2) (e) of the MFMA. 


Transfer of funds and / or conditional grants 

21. The accounting officer did not maintain appropriate measures to ensure that the transfers to 
Ntabankulu Municipality are applied for their intended purpose as required by DORA. 

Revenue management 

22. The municipality had not implemented its credit control and debt collection policy as required 
by section 96(b) of the Act. 


Procurement and contract management 

23. The municipality did not follow the correct supply chain management processes to ensure fair, 
equitable, transparent, competitive and cost-effective supply chain management (SCM) system 
that complies with legislation and minimises the likelihood of fraud, corruption, favouritism and 
unfair and irregular practices. For some contracts entered into they did not obtain sufficient 
quotations to satisfy the requirements of the SCM. 

24. Contracts below R200.000: Regulations were not followed for some instances regarding the 
preferential point system, obtaining tax clearance certificates and ID numbers of winning 
bidder, as required by SCM regulation 13(b) and 13(c) and the Preferential Procurement Policy 
Framework Act No. 5 of 2000. 


25. Contracts above R200.000: Regulations were not followed for some instances regarding the 
registration of the vendor with the Construction Industry Development Board (CIDB), 
publication of bid results, advertisements for tenders and the attendance of at least four senior 
managers at the bid adjudication committee meeting, as required by SCM requlation 18(a) 


26. Bidders, suppliers and other relevant persons were not made aware of the dispute resolution 
processes in place as required by SCM regulation 50(5). 



INTERNAL CONTROL 


Achievement of internal control objectives 

27. In accordance with the PAA and in terms of General notice 1111 of 2010 , issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to my 
audit, but not for the purpose of expressing an opinion on the effectiveness of interna! control. 
The matters reported below are limited to the significant deficiencies that resulted in the basis 
for a qualified opinion, the findings on the annual performance report and the findings on 
compliance with laws and regulations included in this report. 

Leadership 

28. The accounting officer did not exercise the required oversight responsibilities to ensure 
compliance with laws and regulations and internal control. During the year a new accounting 
software package was implemented, which in conjunction with a lack of overall supervision 
resulted in unreliable financial information being submitted to council. This lead to numerous 
control deficiencies, errors in the financial statements and non-compliance. 

Financial and performance management 

29. Management and staff do not fulfil their duties and responsibilities adequately. This can be 
seen in the various non-compliance and internal control shortfalls described in the detailed 
findings. The weekly and monthly reconciliations of control accounts were not prepared on a 
regular basis, resulting in unallocated amounts and incorrect processing. A proper filing system 
was not implemented. Supporting documentation could therefore not be produced for internal 
monitoring or audit purposes. . There was material amendments required to the annual 
financial statements, both disclosure and material misstatements that needed to be corrected. 


Governance 

30. The government structures did not ensure that processes are in place to ensure the credibility 
of information on which decisions were based. Internal audit was used to deal with ad hoc 
interventions, without ensuring the efficient functioning of internal controls. 

/ n - 

Mthatha 

30 November 2011 



AUDITOR-GEM ERAL 
SOUTH AFRICA 


.Aud;/ing to build public confidence 



